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EDITORIAL
Safeguarding Investment
The newspapers of December 26th contained an announcement
from Washington to the effect that the capital issues committee
would suspend operations December 31, 1918. It is understood
that the committee is not to be dissolved, but is to become inactive.
Charles S. Hamlin, chairman of the committee, made the fol
lowing statement:
In view of the rapid changes that have taken place since the signing
of the armistice, the capital issues committee has voted to suspend its
activities on December 31.
The committee will not be dissolved, but will remain inactive, unless it
is found that the sale of new securities competes unduly with government
financing or for other reasons it may become desirable for the committee
to resume its work pending its dissolution by the president or by operation
of law.
Although the war emergency which gave rise to the creation of the
committee has passed, it is nevertheless imperative that capital should be
saved and not wasted, and the removal of the restraining influence exerted
by the committee during its existence should not be construed as approval
of the financing of unnecessary public projects or private enterprises of
doubtful merit. On the contrary, the financial needs of the government and
the large capital requirements of the railroads and for the readjustment of
American industries to a peace basis compel strict economy in the use of
new capital.
While legitimate business may safely be left to work out its own prob
lems, the capital issues committee feels that it would be unfaithful to its
responsibilities if it failed to warn the public respecting the enormous losses
sustained by the nation through the sale of worthless and fraudulent securi
ties. In the opinion of the committee, the sale of such securities should be
restrained in times of peace as well as in war, and it is strongly urged that
congress establish adequate machinery to put a stop to this traffic.
The extent of the menace, due to the issue of such securities, to the
holders of government bonds is revealed by the fact that schools are being
established in some parts of the country to drill salesmen in the art of per
suading investors to subscribe for unmeritorious or worthless securities.
This can only be prevented by legislation vesting in some duly constituted
public agency full power to restrain the offering of fraudulent or worthless
securities.
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The capital issues committee warns the public and earnestly directs the
attention of congress to the problem. It is the intention of the committee
to make a supplementary report to congress recommending a law to prevent
these existing abuses and such impositions upon the investing public.
The committee will maintain its offices in Washington until further
notice.

The secretary of the treasury also has issued a statement rela
tive to the suspension of activities by the capital issues committee
which is of much importance. The text of the statement follows:
The decision of the capital issues committee to suspend its activities on
December 31, should not be interpreted by the business public as a warrant
for any expenditure of capital for needless or unwise purposes, whether
public or private in their nature. Should it become apparent that voluntary
restraints are not being exercised so as to prevent the misuse of capital, I
shall request the committee to resume its control.
My chief misgiving in accepting the action of the committee arises out
of the need the committee has frequently expressed, and the importance of
which has become increasingly obvious, of protecting the public investor
against the flood of worthless or doubtful securities which threaten the
market when the restrictions are removed; and present conditions empha
size the importance of obtaining emergency legislation as speedily as possi
ble, so as to be able to cope effectively with this evil. The government not
only should protect itself as to future bond issues, but as well owes a duty
to the millions of Liberty bond buyers, to restrain reckless fraudulent pro
moters, particularly at this time.
I intend to ask congress immediately for legislation that will check the
traffic in worthless securities, while imposing no undue restrictions upon
the financing of legitimate business, and shall urge that it be made effective
before the close of the present session. Meantime, it may become neces
sary, before such legislation is passed, to reassemble the committee for the
purpose of resuming its functions.

Side by side with the foregoing statement in one of the New
York papers appeared an offering of $10,598,000 St. Louis-San
Francisco prior lien mortgage 6% gold bonds. The bonds are
offered by two well-known New York houses.
In the advertisement appears a letter of the president of the
company which sets forth the nature of collateral of the bonds,
purpose of the flotation, earnings for 1917 and 1916 and other
information. Then follows the statement that the issuance of the
bonds has been approved by the United States Railroad Adminis
tration, and in small type at the bottom of the advertisement
appears the following:
The above statements are not guaranteed, but are based upon informa
tion and advice which we believe to be accurate and reliable, and upon
which we have acted in purchasing these securities.

The advertisement is a fair sample of the better class of
security advertising and there is no reason to doubt the truth of
the representations which it contains.
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Other advertisements are beginning to appear which contain
such statements as “From a letter of the general manager we
quote as follows,” and “The legal features of the issue have been
approved by Messrs, (giving name of a legal firm or firms).”
We believe that there is a vital relationship between the public
interests, the announced desuetude of the capital issues committee
and the offering of securities.
The United States has become for the first time in its career
a creditor nation. The country expects to enter upon an era of
wonderful prosperity. It is certain that there will be efforts to sell
all manner of stocks and bonds, some of which could not by the
utmost stretch of imagination be termed securities, and the public,
always gullible, will almost certainly buy the things which are
offered if the promise of return be made sufficiently attractive.
It has been stated in congress that one or more bills will shortly
be introduced providing for “blue sky” legislation somewhat in
the manner of the blue sky laws existing in some of our states.
The statements of Mr. Glass and Mr. Hamlin and the promise
of introducing “blue sky” bills indicate that the official mind is
awake to the danger of indiscriminate flotation of securities or
insecurities. But even in the days when wild cats were not
unknown in Wall Street there was always a minority of opinion
opposed to indiscriminate flotation of stock and bond issues.
The public of those days was very much like the public of the
days that are to come, and when money is abundant there will
surely be capital available to any one who can present a plausible
promise of high return on capital invested.
It seems to an accountant an extraordinary thing that the one
most effective and obvious preventive of the sale of worthless
stocks and bonds has escaped official notice.
We believe that the reputable stock exchanges of the country
will do their utmost to discourage investment in shady under
takings, but it must be remembered that there are security marts
which are not likely to question over-searchingly the intrinsic
value of securities offered by their members; and there is a great
body of small investors who are not able to differentiate between
truth and fiction and good and bad when it comes to financial
affairs.
Here lies the opportunity for the accounting profession to
justify its own opinion of its value.
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If congress and the various government departments concerned
were to insist that no security should be offered to the public un
supported by the testimony of an impartial and qualified in
vestigator the possibility of successful flotation of invalid or
doubtful stock and bond issues would be reduced to a minimum.
For example, if advertisements contained statements of the
financial condition of the companies made and signed by reputable
accountants the public could feel a fair degree of confidence that
things were as they were represented to be.
Even the most conscientious company officer is likely to over
estimate the intrinsic worth of the company with which he is con
nected.
My dog is ever better than thy dog and sometimes my opinion
is based more upon intimacy and preference than upon true
knowledge of canine merits.
It is altogether unwise to rely solely upon opinions ex
pressed by companies issuing securities, and we believe that com
pany officers of the right kind would vastly prefer that the state
ments of condition should be prepared and presented by impartial
investigators than by persons on the payroll of the companies con
cerned.
Yet it is a remarkable fact that an offering of securities sup
ported by an accountant’s statement is a rare exception.
The accounting profession should stand as the intermediary
between the investor and the investment. The accountant should
be the fiduciary of public trust with an obligation to speak the
truth and nothing but the truth.
The capital issues committee during its active supervision of
new issues has been a protection against fraudulent or worthless
security offerings. During the war there has been small tempta
tion and little opportunity to issue securities other than those of
the government. The tremendous volume of investments in the
Liberty loans has absorbed practically all the available invest
ment capital, but there will be only one or two more colossal
issues of government securities and the amount of capital avail
able for investment will begin to accumulate rapidly.
We do not believe that the capital issues committee would
be the best means of preventing deception of the investing public,
but it seems quite clear to us that there should be some govern64
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mental requirement relative to the investigation of the financial
condition of companies seeking to sell securities. The English
companies’ act is far and away superior to any federal or state
legislation in this country governing the issuance of securities,
and with that act as a model it should not be difficult for congress
to prepare a measure for the safeguarding of the people’s capital.
We commend to our legislators the consideration of the utiliza
tion of the public accounting profession for that purpose in which
its activities may be most fitly and valuably employed.
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